Introduction
Audit quality codes of best practice have been developed in different countries in order to curb the spate of vicious corporate collapses that pervade the globe in the past decade and to guarantee integrity of auditors" reports in relation to corporate earnings. Audit quality defines the market-assessed joint probability that a given auditor discovers a breach in the client"s accounting system and reports the breach [1] . Audit quality also depicts the degree to which a set of inherent characteristics of an audit fulfills requirements [3] . The audit of a company"s accounts is a monitoring and control mechanism that diminishes information asymmetry and protects the interests of the principal. Thus, the audit process assesses the probability of material misstatements and reduces the possibility of undetected misstatement to an appropriate assurance level [4] [5] [6] . Audit quality influences financial reporting and strongly impact on investors" confidence [7] .
Conventionally, external auditors play critical and highly challenging roles in assuring the credibility of financial reports [8] , [9] . In the context of these challenges, numerous studies have attempted to establish a more or less marked relationship between audit quality and earnings management and the impact of this relationship on reported earnings of quoted companies in many countries [10] , [11] , [12] ; [13] ; [14] [15] . These studies show that the quality of audit is expected to minimize the extent of a firm"s manipulations of reported income but majority of the findings are conflicting and contradictory.
Study by Lev shows that the value of a company"s shares represents the value of its future earnings [16] . Thus, investors show vital interest in the earnings reports of companies. Earnings Management is a strategy used by company managers to deliberately manipulate company earnings to match a predetermined target and involves the planning and execution of certain activities that manipulate or smooth income, achieve high earnings level and sway the company"s stock price [17] [18] . EM is primarily achieved by managed actions that make it easier to achieve desired earnings levels through accounting choices inherent in Generally Accepted Accounting Principles (GAAP). This is commonly occasioned by discretionary accruals manipulations that are likely to present some problems for a true and qualitative earnings report in an emerging market such as the Nigerian Stock Exchange (NSE).
Essentially, agency theory, stakeholder"s theory, and auditors" theory of inspired confidence justify the key function of auditing as a mechanism for mitigating information asymmetries among related parties. High auditing quality diminishes information asymmetry and minimizes uncertainty concerning earnings. Therefore, audit quality may be related to earnings management and high audit quality and quality assurance are expected to provide sufficient constraints on Earnings Management.
Evidences concerning the impact of audit quality on earnings management of non-financial institutions exist in developed countries [2] , [10] , [19] , [20] , [21] [22], [11] . We are not aware of any existing study relating to the impacts and association between audit quality and earnings management of quoted companies in the nonfinancial institutions in Nigeria.
The conflicting results of prior studies require that further studies be done to confirm or refute aspects of extant literature relating to audit quality and earnings management especially in developing economies like Nigeria. This study follows the pattern of the multivariate analyses used, developed and modified by numerous authors between 1998 and 2012 in determining the relationship between audit quality and discretionary accruals management of quoted companies [10] , [11] 
Problem Analysis
The quality of reported earnings and the ability of audit quality to effectively constrain earnings management (EM) of companies across the world and Nigeria in particular, have become considerably questionable due to recent corporate accounting scandals [23] [24] . The recent corporate financial scandals pose a great challenge to the veracity, credibility, utility or value relevance of the audit function. Badawi has reported a list of companies involved in cases of accounting scandals related to poor audit quality and earnings manipulations in the US in the past decade [23] . In Nigeria, corporate scandals such as the cases of Cadbury Nigeria Plc and African Petroleum plc [25] Savannah Bank and African International Bank [26] ; Wema Bank, Nampak, Finbank and Spring Bank [27] and more recently Intercontinental Bank Plc; Bank PHB; Oceanic Bank Plc. and AfriBank Plc are known publicly reported cases that resulted in misleading financial reports. There is therefore a concern about the quality of accounting income and its relationship with the quality of the auditing process, which has been observed to increase over time following the periodical clusters of business failures, frauds, and litigations. The issue is whether these corporate collapses are not the outcome of poor audit quality and the inability of the audit function to arrest Earnings Management.
EM through DAC is motivated by the need for accounting adjustments and allocations made at the end of a given year for a number of reasons. Usually, accounting for routine exchange transactions does not result in accounting records being properly stated on the accrual basis to make adjusting and allocation entries at the end of the accounting period. The required adjustments are necessitated by the need to ensure that the financial accounts disclose a true picture of the transactions and operations of the organization, as well as comply with GAAP. While the key concept is that GAAP based accounting is supposed to reflect, and not obscure true economic performance, GAAP may also be violated by actions that result or do not result in fraud. GAAP rules are often arbitrary, complicated, and occasionally misleading [28] . GAAP permits many accounting choices and requires much estimation through accruals, deferrals and allocations, thereby facilitating earnings management by companies make innumerable operating and accounting choices and hence engage in some form of earnings management [29] .
Knechel [5] posits that the companies that have involved in real accounting scandals greatly involved in transactions where the accounting was technically correct but which served primarily to obfuscate the financial health of the organizations and the results of their operations. Wells reported that widespread manipulation of accounting information and income misstatements through discretionary accruals may be attributable to the pressure on corporate accountants, auditors and organizational managers to show profits [30] . A common trend and threat among the companies that are involved in accounting and financial scandals are gross lack of integrity, character and transactions involving related parties [31] , [24] [32] .
Drawing from the foregoing analysis, the major problem of this study is to determine whether audit quality can significantly constrain or minimize the negative consequences of earnings management of quoted companies in Nigeria. The study attempts to ascertain and establish whether audit quality exhibits significant impact and relationships with the amount of discretionary accruals of quoted companies in Nigeria.
II. Literature Review
Some prior studies dealing with the relationship between audit quality and earnings management used popular models to test for the impact and relationship between audit quality and earnings management [10] [11] [13] [14] [15] . Becker, Defond, Jiambalvo, and Subramanyam conducted their study in the US business environment using discretionary accrual (DAC) to measure earnings management, focusing on incomeincreasing DAC and excluded firms that changed the auditor during their test period (1989 -1992 ) from the analysis. This led them to note that the major limitation of their analysis was that their model ignored a number of audit quality variables that potentially confound their result [10] . Bauwhede, Willekens, and Gaeremynck posit that audit quality and public ownership act as constraints on income-decreasing EM but not on incomeincreasing earnings management in Belgium [11] . They estimated discretionary accrual (DAC) following Jones, 1991 model.
Later studies attempt to correct the limitations in Becker, Defond, Jiambalvo, and Subramanyam study of 1998 as well as Bauwhede, Willekens, and Gaeremynck study of 2000 by introducing a number of perceived audit quality attributes into the model and examine the multiple as well as the individual effects of the identifiable audit quality variables. Heninger, in 2001, provides evidence that the probability of auditor litigation increases as clients report more positive (income-increasing) abnormal accruals [12] . Ebrahim provides additional evidence based on the US environment, using cash flows from operating activities reported in cash flows statement to estimate the total accruals and applied a time series version of the modified Jones, 1991 model to estimate the discretionary accruals [13] . Using a sample of companies listed in NYSE and AMEX, and after controlling for the auditor"s tenure and client importance effects, the results provided additional evidence about the negative relationship between audit quality and earnings management behaviours. In estimating the model, Ebrahim controlled for the other audit quality attributes that affect the monitoring efficiency of the auditing process and the absolute value (magnitude) of discretionary accruals. Following Henninger, Ebrahim controlled for the client importance for the auditor (IMPRT) as measured by the ratio of the client"s sales to the sales of all clients for a given auditor, and the duration of the auditor/client relationship (TENURE) [13] .
In studying the impact and relationship between audit quality and earnings management in France, Piot and Janin used discretionary accrual as the dependent variable and some identifiable audit quality attributes including audit firm size, audit tenure, and audit committee as explanatory variables along with manager ownership fraction, leverage, board independence, log of total assets, and cash flow from operations [14] . The study regarded multivariate analyses as being necessary to account for the marginal effect of each predictor on earnings management. The result of the study showed that in France, contrary to US studies, Big-5 audited companies do not exhibit a lower level of overall earnings management or a higher degree of conservatism in reported earnings, suggesting that size related audit quality differential does not operate in France with respect to accounting earnings.
In providing evidence from Iran, Gerayli, Yanesari and Ma"atoofi determined the impact and relationship between audit quality and discretionary accruals [15] . They tested for the association between discretionary accruals and audit quality using 540 firm-year observations from Terhan Stock Exchange for fiscal years 2004 -2009, applied auditor size, auditor industry specialization, and auditor independence as explanatory variables of audit quality taking them together as a multiple measure. The study found that audit quality is negatively associated with earnings management measured by discretionary accruals, indicating that companies which use Big4 auditors in Iran will engage in less earnings management than companies that use non-Big4 audit firms [15] .
In Nigeria, the only known study closely related to the present study was conducted in 2012 by Akindayomi who studied "Earnings Management and the Banking Crisis of the 1990s: Evidence from Nigeria" [33] . Akindayomi found that Nigeria banks show a positive association between earnings before taxes and provisions for loan losses, indicating earnings smoothing, and that healthy banks have smoother earnings than distressed ones while distressed banks deliberately understate loan loss provisions to inflate profitability.
III. Methodology
Secondary data obtained from a sample of 57 quoted companies are studied out of the non -financial firms quoted on the NSE over a period of six years from 2006 to 2011 resulting in 342 company accountingyear observations. Archival data were extracted from annual reports and accounts of the selected companies. In this study, amount of discretionary accruals (DAC) is measured as the residual of Jones, 1991 model [34] modified by Dechow, Sloan and Sweeney, 1995 [21] and used by Becker, Defond, Jiambalvo, and Subramanyam, 1998 [10] . The hypothesis of the study applies to the DAC as follows:
H 0 : There is no significant relationship between audit quality and discretionary accruals management of quoted companies in Nigeria;
There appears to be no agreed -upon metric for the measurement of audit quality construct up to the present time. The major proposition of this study is that earnings management depends on audit quality and we maintain that this study extends the audit quality proxy of audit firm size (AFS) to include other perceived proxies. In this study, we estimate audit quality by isolating each of the three most commonly applied surrogates as follows: Audit Firm Size in terms of Big-4 and Non-Big-4 audit firms; Audit Fees which also measures Auditor Independence; Auditor Tenure and Audit Client Importance. We treat the effects of using all the audit quality attributes together. The measurement and construct validity of all the independent variables and the specific review of the various proxies for estimating audit quality are contained in the Table 1 below.
Model Specifications
The models for testing the effects and presumed relationships between dependent and independent variables considers the most commonly used audit quality proxies. We apply ordinary linear regression analyses to test the relationship between the dependent variable (DAC) and the identified independent audit quality variables. The model is specified as follows: DAC i,t = a 0 + β 1 AFS i,t + β 2 AF i,t + β 3 AT i,t + β 4 ACI i,t + β 5 CFO i,t + β 6 Gwth i,t + β 7 CoySize i,t + β 8 Lev i,t + e i,t (1) The above equation is used to treat for robustness in order to correct for the effects of the constraints of using single audit quality proxies by applying all the identified perceived audit quality attributes together [12] [13]; [14] [15] . In terms of data analyses techniques, this study used pool and panel data with the application of Least Square (LS) regression analyses. The dependent variables and independent variables were pooled across section and time. Eviews, version 7.0 econometric package was applied to the pooled and panel data from 2006 to 2011 to estimate the model and model coefficients.
The pooled and panel data regression results were complemented by some preliminary statistical analysis including descriptive statistical analysis and correlation. The results obtained from the regression analysis were subjected to some regression diagnostic tests of autocorrelation and Heteroscedaticity. To investigate the existence of multicolinearity, the variance inflation factors (VIFs) for each of the independent variables were computed by examining the OLS assumptions tests for normality; multicollinearity; heteroscedaticity; and autocorrelation. 
Regression Assumptions Tests
Descriptive statics has revealed that the p-values associated with Jarque-Bera statistics for the variables are all less than 0.05 indicating the normality of data and suitability for generalization. 10 and hence none give serious indication of multicollinearity in relation to DAC. The Breusch-pagan-Godfrey test for Heteroscedaticity was performed on the residuals as a precaution. The results showed probabilities in excess of 0.05, which leads us to reject the presence of Heteroscedaticity in the residuals. The Lagrange Multiplier (LM) test for higher order autocorrelation reveals that the hypotheses of zero autocorrelation in the residuals were not rejected. This was because the probabilities (Prob. F, Prob. Chi-Square) were greater than 0.05. The LM test did not therefore reveal serial correlation problems for the model. The performance of the Ramsey RESET test showed high probability values that were greater than 0.05, meaning that there was no significant evidence of missspecification.
2 Panel Unit Root Test
In conducting the panel unit root, the Augmented Dicky Fuller (ADF) test was utilized. However, for robustness, we also conduct the unit root using the Breitung t-stat and the Im, Pesaran and Shin W-stat. All tests are conducted at intercept and trend and the results are presented and analyzed below: suggesting that the null hypothesis of non-stationarity is strongly rejected at 5%. With the stationarity condition of the series, the analyses proceed with the conduct of multiple regression analysis with confidence of a high probability of non-spurious regression results. Source: Computation derived from Eview 7.0 by the author. * significant at 5% **significant at 10%.
V. Discussion Of Result And Findings
In discussing the results of the variable estimates, preference is placed on the descriptive statistic and Hausman Test. The descriptive statistics show that the mean value of audit firm size is 0.702. This suggests that majority of the companies in the sample were audited by the Big-4 Audit firms. This may be related to the level of perceived audit firm quality being associated with the use of the Big-4 audit brand names by quoted companies in Nigeria. This result agrees with the findings of previous studies [1] , [35] , [10] , [11] , [36] . Other prior studies agree on audit quality as a function of audit firm size and demonstrate that larger (Big 8, Big 6, Big 5 or Big 4) audit firms possess greater capacity to constrain and minimise earnings management through accruals manipulations [37] , [38] , [39] , [40] , [41] , [42] . Our result shows a considerable cluster of audit firm choice around the Big-4 audit brand names.
The mean value of discretionary accrual (-1.00E-17) suggests a very minimal presence of discretionary accrual manipulation by the sampled companies. This corroborates the evidence in the USA that corporate managers might have shifted away from discretionary accrual management to real earnings management in the post Sarbanes -Oxley Act (SOX) period [43] [44] . This situation appears to be ostensibly replicated in Nigeria, perhaps because of the effects of globalization of World accounting and economic policies, and an anticipation of the adoption of SOX, IFRSs and similar codes of best practices which apparent partial presence is indicated by the promulgation of Financial Reporting Council of Nigeria Act, 2011.
The descriptive statistic revealed that on the average, about 94% of the companies engage their audit firms for over three (3) years. The study reveals a considerable experience of a substantial number of audit firms in this distribution. Audit Tenure is defined in this study as the length of the auditor-client relationship. In Nigeria, it is professionally required that audit tenure should not exceed three years but this does not appear to be enforced.
Using the Panel OLS (fixed effects) estimation result in line with the Hausman test, it is observed that, when we estimate the model using single measure for audit quality, the effect of audit fees on the level of discretionary accruals is positive (0.057) and significant (p=0.029) at 5% level. This empirically validates the argument that higher fees may result in the impairment of auditor independence [45] and hence create greater opportunities for accrual manipulations [46] [47] [48] , [49] . Some previous studies have shown that larger audit firms receive larger audit fees than smaller audit firms [46] , [35] , [48] . These prior results show that audit fees are significantly associated with audit quality. However, there appears to be a conflict between this result and some other previous studies especially when audit fees are treated as a measure of auditor independence (AI). In the absence of independence, the value of the audit service is greatly impaired. An auditor"s lack of independence increases the possibility of being perceived as not being objective and qualitative. This implies that such auditor may not likely report a discovered breach. Higher fees paid by a company to its external auditors increase the economic bond between the external auditor and the client. Thus, the fees may impair the auditor"s independence [45] . In this respect, the result of this study is expected, as the impaired independence leads to poor audit quality, allowing for higher earnings management and poor earnings quality.
The effect of audit firm size as a measure of audit quality on the level of discretionary accruals of quoted companies in Nigeria was found to be negative (-0.138) and significant (p=0.000) at 5% level. This is in tandem with our theoretical expectation that the presence of Big-4 Auditors may constrain Earnings Management by minimizing the propensity of corporate managers to manage earnings through the inflation of discretionary accruals of quoted companies in Nigeria. This finding confirms the result of prior research [10] , [11] , [12] , [13] , [14] [15] .
The effect of auditor tenure on the level of discretionary accruals is negative (-0.021) and significant (p=0.007) at 5% level and suggest that longer auditor tenure may also result in less opportunities for accrual management [45] [50] . The auditor expertise hypothesis supports this argument indicating that the auditor learning curve associated with longer tenure may be effective in checking opportunistic behaviours of management.
The degree of audit client importance to the audit firm (ACI) displays a negative (-0.014) and significant (0.000) relationship with discretionary accruals. Empirical evidences confirm the observed relationship between audit client importance and discretionary accruals [13] . Specifically, larger audit clients may try to manage earnings downwards. The test result supports the observations on the basis of panel OLS (Random effects). Audit fees appeared negative (-0.082) and significant at 5% (p=0.001) while audit firm size appeared negative (-0.152) and significant at 5% (p=0.000).
The findings provide evidence that audit quality measures impact significantly on the level of discretionary accruals. Hence, the null hypothesis (H 0 ) of a no significant relationship between audit quality and discretionary accruals is rejected. The alternative hypothesis of significant negative relationship between audit quality measures and the amount of discretionary accruals of quoted companies in Nigeria is upheld at 5% level of significance.
Recommendations
This study recommends that: 1. The management of quoted companies in Nigeria should, as a legal mandate, provide a "statement of the quality of its earnings" arrived at using acceptable and uniform criteria and make assertions that the earnings of the company have not been manipulated (managed) during the period. Management can be held liable for any misstatement intended to distort or mislead the public with respect to the "quality of earnings". Management should be responsible for making an assertion about the company"s quality of earnings, similar to the financial statement assertions currently required. Given management"s inherent bias, however, an evaluation of its own quality of earnings would not be viewed by the public as completely reliable.
2. The auditors of quoted companies in Nigeria should conduct Earnings Quality Assessment (EQA) following Earnings Management detection metrics and the techniques enumerated in this thesis and issue "Integrated Audit Reports" which will include EQA reports and Internal Control Reports in addition to normal annual audit reports. EQA reports will provide higher -quality information to financial statement users and meet the Stock Exchange, Regulatory Agencies and the public demand for greater assurance about the reliability of earnings figures. The conduct and completion of the EQA should be a legislative mandate while the auditors should be held responsible for EQA report they issue. Auditors" insight and expertise in this area is much like the expertise required to evaluate and report on management"s assessment of internal controls under section 404 of the Sarbanes Oxley Act (2002).
3. The three years professional requirement for Auditors in Nigeria should be backed up by law and enforced. Considering the negative effects audit tenure may have on audit quality of independence (measured by audit fee in this study) and in line with global trends, professional accounting bodies, Financial Reporting Council of Nigeria, and the National Assembly should issue a codified and authoritative framework, guideline or standard for auditors" tenure and independence in Nigeria.
4. Attention should also be focused on companies" attempts to smooth or increase earnings to beautify its attractions in the stock market through unnecessary manipulation of real economic operations and cash flows. We recommend that companies earn high quality income only through sales growth and cost cutting activities since repeatable and fairly predictable earnings that come from sales and cost reductions presents the company"s earnings as high quality earnings in the eyes of investors.
5. Audit quality measures applied to effectively detect and report earnings misstatements will facilitate the achievement of the public expected low rate of audit failures. This implies that Auditors must plan and perform their audit procedures in a manner that will minimize the risk of an undetected material misstatement. Enhanced annual internal inspections and triennial peer reviews should further compel an enhancement of audit quality in this respect. 6 . In order to enhance high Audit Quality and minimize Earnings Management, Companies in Nigeria should adapt to or engage in an outright adoption of currently available best practices like the provisions of US Public Companies Accounting Oversight (Sarbanes Oxley"s) Act, 2002 and Public Companies Accounting Oversight Board standards, the UK Financial Reporting Council"s Audit Quality Guidelines and Frameworks, followed by a statutorily backed earnings monitoring of companies in Nigeria.
Conclusion
Many past empirical studies investigate the implications of audit quality since the seminar work of DeAngelo in 1981. The majority of these investigations are based on developed economies, while very little is empirically known about the implications, relationships and impact of audit quality on earnings management in emerging or transition economies like Nigeria. This study has examined and documented evidences that are consistent with the relationship and effects which audit quality exerts on earnings management from the perspectives of discretionary accruals manipulations of companies listed on the Nigerian Stock Exchange.
Based on a sample of 342 company -year observations from the NSE for the fiscal years, 2006 to 2011, and using four of the commonly applied audit quality measures (AFS, AF, and AT, ACI) together as perceived audit quality measures, for purpose of robustness, a massive and all-inclusive multivariate analyses was conducted. The result showed that audit quality is significant and negatively related to earnings management measured by discretionary accruals of quoted companies in Nigeria.
Although the results of this study are similar to findings of many similar studies conducted in some more advanced economies, in arriving at the above conclusions, quoted financial institutions, unquoted companies and other firms located within the informal sector of the Nigerian economy were excluded; the sample covered six years of data drawn from annual accounts of sampled companies. The effect of these limitations is that external validity problem may be amplified to constrain the generalization of the results to cover different periods of time and different locations. The effects of inflation on figures related to financial statements, the estimation of discretionary accruals were ignored.
The reported results and findings of this study present obvious implications for regulators such as the Securities and Exchange Commission, Professional Accounting Bodies, Financial Reporting Council of Nigeria, and the National Assembly, in their supervisory position to distinguish between legitimacy, outright fraudulent reporting and earnings statements that reflect the desires of management rather than the underlying performance of the company and to impose appropriate disciplinary penalties on offenders.
